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Tiivistelmä-Referat-Abstract
The conflict between economic growth and environmental quality is very complex. Many believe that environmental concerns depend on the
GNP levels of countries. It is against this background that we formulated the problem of the study, to examine the complex relationship between
externalities and income level using the overlapping generations model of economic growth and environmental externalities. According to the
overlapping generations model the solution to externality problem is a function of individual choices and planner's policies.
The model shows us that economies can have both economic growth and clean environment if the following conditions are fulfilled:
First individuals have to give up a large amount of consumption in return for improvement in the environmental quality therefore and according
to the overlapping generations model the individual decisions has long lasting effects on both factors productivity and environment.
Second, the planner has to set policies to control population growth since population growth leads to low capital and poor environment.
Third, the planner has to implement a tax transfer scheme which will be optimal to solve the externalities problem not for only the current
generations but also for future generations as well.
The overlapping generations model of economic growth and environmental quality provides theoretical explanations in analysing the competitive
equilibrium in the steady-state. And obtain also the golden rule and achieve the optimal level of allocation.
The model concludes that the optimal path towards pollution reduction is to keep a low population growth and low consumption in order to have
a clean environment regardless the GNP level or the individuals income level since high consumption cause degradation of the environment.
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